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A(jDIT REFERRAL: 11-04 _
DATE REFERRED: August 9, 2011
DATE ACTIVATED: November 7, 2011

STATUTE OF LIMITATIONS: April 20, 2013

SOURCE: AUDIT REFERRAL

RESPONDENT: John Edwards for President and Julius Chambers, in
his official capacity as Treasurer

RELEVANT STATUTES 2U.S.C. § 431(8)(B)(vii)

AND REGULATIONS: 2US.C. §434

2 US.C. § 438(b)

11 C.FR. § 100.7(b)(11)
11 C.F.R. § 100.8(b)(12)
11 CF.R. §104.3

11 CFR. § 104.11

11 CFR. § 111.35(d)(@)

INTERNAL REPORTS CHECKED: Audit Docunrents
Disclosure Reports

FEDERAL AGENCIES CHECKED: None

L INTRODUCTION

This matter was generated by a referral from the Audit Division following a Commission
audit pursuant to 2 U.S.C. § 438(b). On July 28, 2011, the Commission approved the Final
Audit Report (“FAR") for John Edwards for President and Julius Chambers, in his official
capacity as treasurer (“JEFP” or the “Committee”), which recommended that the Commission
adc;pt a finding that JEFP failed to itemize loan repayments, in violation of 2 U.S.C.
§ 434(b)(5)(D) and 11 C.F.R. § 104.3(b)(4)(iii). The finding stemmed from JEFP’s failure to

properly itemize disbursements for four loan installment repayments totaling $4,344,469 in its
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April 2008 Monthly Report, as required by the Federal Election Campaign Act of 1971, as
amended (“the Act”), and Commission regulations. JEFP admits in its response to the FAR that
its April 2008 Monthly Report did not contain the Schedule B-P itemizing the four installment
repayments of approximately $1 million each. See JEFP Response to Final Audit Report for
AR 11-04 dated October 14, 2011 (“JEFP Response™).

Based on the information: set forth in the FAR and the JEFP Response, we recommend
the Commissian apan u Matter Undar Review, find mmson to believa that John Edwarda for
President and Jaliun Chambers, in his official aamcity as treasurer, failed 1o prepedy itemize
loan repayments in itg April 2008 Monthly Report in violation of 2 U.S.C. § 434(b)(5)(D) and
11 C.F.R. § 104.3(b)(4)(iii), and enter into pre-probable cause conciliation with JEFP.

II. FACTUAL ANDLEGAL ANALYSIS

A committee that obtains a loan from a bank must itemize the receipt of a loan, regardless
of the amount, on a separate Schedule A for the appropriate loan category, and all repayments
made on the loan must be itemized on the Schedule B-P (Itemized Disbursements) and Schedule-
C (Loans). 2U.S.C. § 434(b)(3)(E) and (5)(D); 11 C.F.R. §§ 104.3(a)(3)(vii), 104.3(b)(2)(iii)
and 104.3(d}. A committee that obtains a loan from a bank also must file a Schedule C-{ (Loans

and Lines of Credit from Lending Insthtutions) with the first report due after mceeiving a now loem

or a new line of credit has bean establisked.’ 11 C.E.R. § 104.3(d)(1). A committee must

! Schedule C-1 requires that the following information be disclosed: (1) the date and amount of the loan or line of
credit; (2) the interest rate and repayment schedule of the loan, or each draw on the line of credit; (3) the types and
vaitm b€ auditions! collateesl o other saurses of cepayrannt securing the loan or line of credit and whether that
security interest is perfected; and (4) an explanation of the basis of the credit established if the bases in (3) are not
applicable. 11 C.F.R. § 104.3(d)(1)(i)-(iv). The committee treasurer must sign the schedule on Line G and attach a
copy of the loan agreement. 11 C.F.R. § 104,3(d)(2). The lending institution must sign the statement on Line I,
attesting that: the téxms of the luyan and atiser mformaion regarding tho axeznsion of tae ixim anr accarure; e terms
and enmiitions of te lnan are ito more favorable ton those exemdesd m sinilarly sijuater besmowars; the ivading
instisation is avemre thot the loem mast he nade an a basis that aasuras repayment; anad that, in making the bam, it s
compling with tho regulations set forth at 11 C.F.R. §§ 100.7(b){1t) and 100.8(b)(12). _
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continue to itemize and report all loans until they are repaid in full. 11 C.F.R. §§ 104.3(d)
and 104.11.

In November 2007 and December 2007, JEFP originated three loans with the same bank
in Alexandria, Virginia: the first loﬁn on November 30, 2007 for $5.2 million; the second loan
on December 19, 2007 for $2.6 million; and the third loan on December 28, 2007 for $1.3
million. The three loans totaled $9.1 million, and each had a duc date of May 31, 2008. JEFP
reported the loans, along with the 1epayment installmm:m, in its morohly disclosare reports for
the periad Daormaber 2007 - June 2008 without errar, excopt for the April 2008 Monthly Repart,
as discussed below.

In the course of conducting an audit of JEFP, pursuant to 2 U.S.C. § 438(b), the Audit
staff identified four loan installment repayments, totaling $4,344,469, that were not properly
itemized in the April 2008 Monthly Report. See FAR at 22. JEFP made four loan installment
payments for the following dates and amounts: $1,112,253.40 on March 6, 2008; $1,101,700.04
on March 13, 2008; $1,067,843.06 on March 20, 2008; and $1,062,672.76 on March 27, 2008.
JEFP included the aggregate amounts of these repayments on the Detailed Summary Pages of its
April 2008 Monthly Report, and itemized them on Schedule C and Schedule C-1, but did not
itemize them a Schedule B-P (Itentizkd Disbumsemnadnts) af the repart. Id

Although the Summary Page, and Schedules C and C-1 provide informaiiao: about the
sum total of the loan repayments, the lending mstitution, and the lender’s address, these pages do
not itemize the amounts and show the exact dates of the specific installments aof the loan
repayments. These pages also do not include the “purpose of disbursement” line that is on the

Schedule B-P. Therefore, this information would not have been available to anyone reviewing

. the April 2008 Monthly Report.
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Regarding JEFP's failure to itemize the four loan repayments in the April 2008 Monthly
Report, the FAR states,

The matter was discussed [with JEFP] at the exit conference. There was no

obviaus ressen why the loan repayments were not itemized, but a JEFP

representative agreed to amend the committee’s reports as necessary. The Audit

staff recommended that JEFP file amended reports itemizing the loan repayments

on Schedule B-P, line 27.... In response, JEFP amended reports itemizing the

loan repayments.
See FAR at 22. According to the FAR, JEFP then amended its April 2008 Monthly Report and
correeted the geporting enor soon aftaer the exit interview, at which JETP claims to have become
aware aof the seporting orsor for the first tirne. See id

JEFP argues that the Summary Page and Schedules C and C-1 of the April 2008 Monthly
Report correctly reported the $4,344,469 in loan repayments and disclosed relevant details of the
disbursements, including the name and address of the lending institution, as well as the amounts
borrowed and the dates the loans were incurred. JEFP Response at 1-2. JEFP points out that the
March and May 2008 Monthly Reports propetly disclosed and itemized the same loans. /d
Thus, JEFP points out that there was public disclosure of the existence of the loan, the purpose of
the loan, the lending institution and its address, and the total amount repaid on the loan during
the month of April 2008, even If the specific dates and amoants of the disbursements making up
thosn loan repayrnents wem oot praparly iscmized. Jd JEFP uiso joints-out thai Seaator
Edwards, who ended his presidentiat campaign on January 30, 2008, was no longer a candidate
at the time of the April 2008 disclosure filing.

JEFP asserts that it followed the same procedures when completing the March and April
2008 Monthly Reports, and that the omission of the information on Schedule B-P of the April
2008 Monthly Report, “in all likelihood resulted from a software issue™ or a technical error. Jd.

at 2. The auditor who conducted the exit interview confirms that her notes reflect that JEFP
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raised the possibility of a technical problem during the exit conference and speculated that the
computer software might have caused the omission of information on the Schedule B-P. It does
not appear, however, that JEFP provided any additional information to corroborate this surmise,
nor was any supporting information provided in the response to the referral notification.

Nor, in any event, would a software probiem alleviate JEFP’s responsibility to adhere to
the Act's spetific requiremrent that loan repayments be disclosed with the name and address of
the person to wiiom the repayment is mede, as well as sil applicable datea and amounts.

2 US.C. § 434(b)(5XD). Pursuant to 2 U.S.C. §434(a) and (b), a cammittee is respousible for
using the appropriate computer software and certifying the accuracy of its disclosures.? Further,
committees and their freasurers have a duty and an obligation to review filings with the
Commission and file appropriate amendments in a timely manner. Jd.

Accordingly, we recommend the Commission find reason to believe that John Edwards
for President and Julius Chambers, in his official capacity as treasurer, failed to properly itemize
loan repayments in its April 2008 Monthly Report, in violation of 2 U.S.C. § 434(b)(5)(D) and

11 C.F.R. § 104.3(b)(4)(iii).

2 See also 11 C.F.R. § 111.35(d)(4) specifying that, in the Administrative Fines context, committee computer,
software, or Internet service provider failures do not establish that the committee used its best efforts to file ina
timely manner.
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6 IV. RECOMMENDATIONS

7 1. Opena MUR in AR 11-04;
8 2. Find reason to believe that John Edwards for President and Julius Chambers, in his
9 official capacity as treasurer, violated 2 U.S.C. § 434(b)(5)(D) and 11 C.F.R.
10 § 104.3(b)(4)(iii), by failing to properly itemize loan repayments in its April 2008
11 Monthly Report;
12 3. Approve the attached Factual and Legat Analysis;
13 4. Approve the attached Conciliation Agreement; and
14 5. Approve thé appropriate letter.
15
16
17 - [\ — H
18 _sonuary b, oI IV A
19 Date J ' Anthony Herman
20 General Counsel
21
2 Kl Guid
23 2 ( o
24 ‘Kathleen Guith
25 Acting Associate General Counsel
26 for Enforcement
27
28
29 >&w ,Z @
30 ~Sushn L. Lebea
31 Assistant General Counsel
32
33
34

35
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Attachments:
1. JEFP Final Audit Report
2.

Camilla JacK$on Jone
Attorney

XL
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FEDERAL ELECTION COMMISSION
WASHINGTON, D.C. 20463

August 9, 2011
MEMORANDUM

To: Christopher Hughey
Acting General Counsel

Through: Alec Palmer V-@U
Staff Director

From: Patricia Carmona -VU
Chief Compliance Officer

Thomas Himermister™ <\
Acting Assistant Staff Director
Audit Division

Thomas J. Nur&mqyl
Audit Menager
By: Mary E. Moss 178
* Lead Augitor W’[
Subject:  John Edwards for President - Referral Matter

On July 28, 2011, the Commission approved the final audit report on John
Edwards for President. The final audit report includes the following matter that is
referable:

‘Failure to Itemize Loan Repayments.
All workpapers and related documentation are available for review in the Audit

Division. Should you have any questions regarding this matter, please contact Mary
Moss or Tom Nurthen at 694-1200.

Attachments: Finding 3 - Failure to Itemize Loan Repayments

cc: Loronzo Holloway

ATTACHMENT ﬁ'

Page L of 2
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| Finding 3. Failure to Itemize Loan Repayments |

Summary

During audit fieldwork, the Audit staff identified loan repayments, totaling $4,344,469,
that were net itemized. Althongh JEFF regortad the amnouniz on the Detail Summary
Pages and izaizert them an Schedule C (Loans) and Schedule C-1 (Loans and Lines of
Credit Fram Lending hastitutions), it did net itemiee them on Schedule B-P (Itemized
Disbursements). JEFP complied with the Andit staff’s recommendation and amended its
reports to itemize the loan repayments.

The Commission approved this finding.

Legal Stamutend '
When to itemize. When a loan repayment is made to any person in any amount, the
committee mast report the:

name wnd arddress of the payee; and

date end amount of payment. 2 U.S.C. §434(b)(5)(D) and 11 CFR

§104.3(b)(4)(iii).
Facts and Analysis

A. Facts
DMMVMW&Mmpwp@mMM&MMM
onheRetailed Summary Rages,: itnlod0,pmide supporing. Schpdules BB, itemizing

Q- cesereay

B. Preliminary Audit Report & Audit Division Recommendation
This matter was discussed at the exit conference. 'Ihmwamwbmous@asonwhyﬂte

leanvepayments-were not-itemizad,ut. 2 JEEP representative agreed to amend the
SRITHERLE RSS2 RSEEONTY,

The Andit staff recommended that JEFP file amended reports itemizing the loan
repaymenis on Schedule B-P, line 27(b).

C. Committee Response to the Prellminary Audxt Report
Inegonse, JEFP filed amended reports itemizing the Joan sepaymgats.

D. Draft Final Audit Report ot o that JFE,
In the RQpafiRinakdustisRaport, the-Audit.staff acknowledged:that JEFR amended |
%WMMW

ATTACHMENT i

Psge 2 __of_20 .
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Commission Conclusion

On July 21, 2011, the Commission considered the Audit Division Recommendation
Memorandum in which the Audit:Division sacemmended that-the Gomymission.adopta
Ginding that JEEP failed tn-itemizodoan-repaynionts, totaiing $4,344;469; on-Scheduls.
B.P. (Itemized Disbursements).

The-Gommission-approved the. Augdit staff’s recommendation.

ATTACRMENT A

Page. 3 o8 20
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About the Campaign (p.2)

Joln Edwards for President is the principal campaign committee
for John Edwards, a candidate for the Democaatic Party’s
nomioatiom fer ths cifice of Rmchisnt of the Uniant Stz Tihe
Comméttec is headquastared ia Clemel Hill, Neeth Csnplizm  Fur
more informaatian, ape S ghart gn the Comtpnign Qrganiaation),
who receives public funds  P-2.

for the primary
campaign.! The audit Financial Activity (p.3)
determines whether the e Recelpts
cancidate was entitled to © Contributions From Individuals $39,643,966
all of the matching fends o Matching Funds Received 7,404,083
reccived, witsther the o BankLoan 8,974,714
cinmpdgns nwed txe o Offscts ® Fapeniitarzes 967,088
maiclting fonds in o Oftlier Recipls 129,527
accasdancn with (ibe laaw, Total Recelipts $57,119378
whether the cendilate is
entitled to additional e Disbursements
matching funds, and o Operating Expenditures $44,405,156
whether the campaign o Con=ibutica Refunds 3,720,268
otherwise comaplied with © Loan Repayments and Other
the 1enitations, Disbursements 7,383,067
proltibitiont, and Total Disbewsernents $ 55,508,491
disclosmie iequinanemts of
the election Loz, cmmmm@n
e Matching Funds Beosiaad in Excess of Entitlement

Futse fction (Finding 1)
Tite Caramission my e Misstatement of Financial Activity (Finding 2)
initiata en coforcement o Failure to Itamizo Loan Repayments (Fiading 3)
action, at a later time, with ¢  Stale-Dated Checks (Finding 4)
respect to any of the '
matters discussed in this
repott.

! 6US.C. §9038a).

AT 4 -
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Final Audit Report of the
Commission on
J ohn Edwards for President

January 3, 2007 - March 31, 2008
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Part I
Background

Authority for Audit

This nepest ia based on an audit of John Edwards for President (JEFP), undertaken by the
Aundit Division of the Federal Election Commission (the Commissien) as mandated by
Section 9038(a) of Title 26 of the United States Code. That section states “After each
matching payment period, the Commission shall conduct a thorough examination and
audit of the qualified campaign expenses of every camdidate and his acthorized
committees who received paymen®s urler section 9037." Also, Seatien 5839(b) df the
Unitet Stitos Code ua Gostion $038.1(a)(2) of the Comnilsaion’s Regdlktions state thut
mcm-m-y-memcm-duﬂmmumbdmmn
deerat nevemiery.

Scape of Andit
This audit examined:
1 'l‘b:mcexptofmvecumbummm

. The distlemre of distanoomonts, delwsandoimglhm
The razsuikenping prousss anll completerges of xsamids.

S
6.
7. The camiistency betwivan ceperted figreos and bank randads.
‘8
9

. The anommey of the Statement of Net Ouhtagding Campaige Qbligations.
. The campaign’s campliance with sganding Hmitations.
10, Othar campaign aperations necessary to the review.

Inventary of Campaign Records

The Audit staff routinely conducts an inventory of campaign records before it begins the
audit fieldwark, JEFP"s recorlis were substmtially complete and the fieldwork began
immediately.

Aundit Humning
JESIP dpelisnid tirs opportiniiy fdr sx sudit enringy,

artacmgne 1

page. ] __v8 20 .
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Part II

Overview of Campaign
Campaign Organization

January 5, 2007

October 31, 2007 — January 30, 2008°

o Audit Coverage January 3, 2007 — March.31, 2008
_Heudquarters Chapel Bill, North Owiolina
Bank Infarmation

¢__Bank Depositories Three _

e Rank Accounts 17 Checking, 2 Investment
Treasurer . —

o Treasurer WHen Audit Was Conducted | Julins L. Chambers-

¢ Treasurer During Period Covered by Julins L. Chambers

Andit
Information __
¢ Atiexied FEC Campaign Finance Yes
e Who Handled Accounting and Paid Staff

3 The period during which the candidate was eligible for matching funds began on the date of certification

of his matching fund
campaign. See 11 CFR §9033.

eligibility and ended on the date the candidate announced his withdrawal from the

3 Limited reviews of receipts and expeaditures weze pecformed sfter March 31, 2008, to determine whether
the candidate was eligible to receive sdditional matching funds.

smemegys L
Fago ..;.._Bé_._. v 3 50 .
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Overview of Financial Activity

(Audited Amounts)
Cash on hand @ January 3, 2007 $0
o__Gontriluitiens From Individuals 39,643,966
) Funds Received s .
o Offset to Expenditures 967,088
©__Other Receipts 129,527
Total Recelpts $57,119,378
_%ﬂmu 44405156
) th Refunds 3,720,268
-0 Loan Bepayments smd Other Disbursements | 7383067
Taial Disimrsemessis | 855508491
Cash on kand @ March 31, 2008 | $1610887

¢ JEFP recelved an additional $5/478,795 in matching funds after March 31, 2008 for a total of
$12,882,878. This represents 61 percent of the maximum eatitlement ($21,025,000) & Presidential
candidate could have received in the 2008 cycle.

ATTACHMENT -1

e
Page o 30
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Part IIT
Summaries

Commission Findings

Finding 1. Matching Funds Received in Excess of
Entitlement

A review of JEFP's financial activity through December 31, 2008, and estimated winding
down costs indicated that it received matching funds totaling $2,136,507, in excess of the
Candiliate’s eatitlement. JEFP's Stxtunent of Net Outstmmiiag Campaign Obligations
(NOCO) tmixrisatnd it znsh-on-iail, ovarstanud 1y accomnts pugable and winding dsm
expeamzn. In seggmas, Coanansel for JEFP (Canmarl) stated that the atayroll of Folausry 7,
2008, represeats a gusiified campeign mxpense that shanid be insludsd in the NDCO.
Cennsel also stated JEFP's overall objection to the repayment of naatehifig funds.

. The Commission apgreved this finding. (For more detail, see p. 6.)

2. Misstatement of Financial
A comparison of JEFP's reported financial attivity to its bank records revealed 8 material
misstatement of reported cash-on-hand in calendar year 2007 through March 31, 2008.
JERP understated its December 31, 2007, cash-on-hand bdlknee by $585,814 and
undenhated its hfanch 31, 2008, cadsraz-lns tnlamoe by $443,676. TP mistneinily
compliad with ¢is Audit staff's amd axmendad its mmst reoently filod
report to camnct the assh-on, bhelance,

The Commission approved this finding. (For more detail, ses p. 20.)

ATTACHMEND o -
pags. 1O ot 30
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Finding 4. Stale-Dated Checks

The Audit staff identified 202 stale-dated checks, totaling $267,529, and recommended
that JEFP provide evidense Gt the coxixs are aot cutsanding er make & paymwat to the
Unitnd States Treasory. In xespomesy JEFP ddomeantyd émi coctain eleecles wen na
longae pénle-chrind as they either htd clogved the bank or wemn for amemuts thet wors
detsnmingd o besst owed. As 2 mault, the romaining 128 stalo-dated chanks, totaling

$141,808, require repayment ta the United Statas Treasury.

The Commission approved this finding. (For more detail, sec p. 23.)

Summary of Amounts Owed to the United

States Treasury
e Findingl Miching Funds Received in Excess $2,136,507
of Entitlement
*_Findipg4 Stale-Dated Checks 141,808
Totfl Due U.S. Treasury $ 2,278,315

ATTACHHUENT .
.Page

of

e
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Part IV
Commission Findings

Finding 1. Matching Funds Received in Excess of
Entitlement

Summary

A review of JEFP's financial activity through December 31, 2008, and estimated winding
down costs indicated that it received matching funds totaling $2,136,507, in excess of the
Candidate's entitiement, JEX™3 Staremmeent of Net Outstarfing Campaign Obligufisns
(NOCO) umilrstated 119 cash-se-hasad, overstiied s acovmits peyablh and winding dovn
expeasts, LT raspmste, Camnsel for JIIFP (Comnsel) states thet tis toymal] of Feanmary 7,
2008, represents & gediiiml cuagnaigu expasse that shanid be isoindead in the NDCO.
Ceunsal ales stated JEEP's overall nbjestion to the sepayoeant of matehiag furds,

Legal Standard
A. Net Cutstandling Campaign Cbligations. Within 15 days after the candidate's date
of incligibility (sce definition below), the candidate must submit a statement of “net
outsmnding campaifin obligations.” This statement must contain, among other things:

o the total of sil ouzamittee mysets thchnitig emia on ke, amomris swed to the

- onmmites aod casitd] sseats Kswd at thuic faic nwket waiim;
o the tatdl df all outstanding oblipations fer gmdifidd canmpaign exgienses; aund
e an ostimets of nevesaary wisding-doava gosts, 11 GFR §0034.5(a).

B. Date of Ineligibility. The date of incligibility is whichever of the following dates
occurs first:
e the iy on which the candidate conies to be active in more than one state;
e the 30th day following the second consecutive primary in which the candidate
recelees less fxm 1O percent df the populin vote;
s the ensd of the matching payment period, which is generally the day when the
paity numinates its candidme for tho gerand eiectism or
¢ in tine casu of a casslitinte whemn gty dges sot mydesits salection ot a mitio®
comnention, tk= last dey of tha ket natianal convention held by a majer party in
the calendar year. 11 CFR §§9032.6 and 9033.5.

ATTACEMENT 4
Page 12 . ot 0.
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C QulllﬂedCunpalgnEmme. Each of the following expenses is a qualified
campaign expease.

o Aw expense fiet is:

O iromrresk by or om behalf of the candidate (or his or her campaign) during the
perka] hegididing on the day the inthimidon] lseousms 2 eondidiss mcd
c:g;lingﬁnﬂﬂuhﬂchydﬁmlﬂdm'ldﬁﬂityumnm
§9033.5;

o madé in connection with the candidate’s campaign for nomination; end

o not incurred or paid in violation of any federal law or the law of the state
where the expense was incorred or paid. 11 CFR §9032.%a).

e An expense incurred for the purpose of determining whether an individual should
become a candidate, if tht individual subsequunly becomes a candidate,
regardisus of whan that expense is paitl. 11 CPR §50.4W)(2).

e An expomssuniated with winding doss the eenpaisn atel tesninwiing proid] e
activity. 11 CFR §9034.d¢n)(3).

e Monatary beenses paid aiter the dato of imaligibility for cammiitee antpioycoa ond
consultasts, peawided that they s paid in recognition of campaign related
activities or services; pursugnt to g written contract made before the date of
ineligibility; and, no later than 30 days after the date of ineligibility.

11 CFR §9034.4(a)5).

D. Value of Capitid Assetx. The #ie rmwict vattee of cupital sssits is 60 pasosst off the
total originak cost of the asscts when acquired. A candidate may claim a lower fair
market value for a capital asset by listing the asset on the NOCO statement separately and
dampnsiaifisg, thrangih docussaniaticm, tim loaver fuix ngeisst vaize. 11 CGR
§9024.5(cX1).

E. Entitlement to Mat(¥ing Payments after Date of Ineligibility. If, ond:edalnof
ineligibility, a vamdidate has-net outstanding campaign obligations as defined under 11
CFR §9034.5, that candidate may continue to reccive matching payments provided that
be or she still has net outstanding campaign debts on the day the matching payment is

made. 11 CFR §9034.1(b).

F. Windiag Down Limiiaties: The tetil assonst of sl desvn ssots shat may ba
piial for, th whele or pet, with meiising foods shall swsi execail the lesusz of:
o 10 percent of the evemil expenditures limitation pursuant to 11 CFR 9033.1: or
e 10 percent of the total of:
0 The candidote’s exgamiitures subjeet to the over expunditure limitstion as of
tha candidate's date of ineligibility; plus
o The candidate’s expenses exempt from the expenditure limitations as of the
candidate’s date of ineligibffity. 11 CFR §9034.1x(b)(1) and (2).

ATTACHMENTD
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Facts and Analysis

A. Facts

The Audit staff prepared a Statement of Net Outstanding Campaign Obligations as of
Jammry 30, 20(88, the Candidaiz's tiéte of iheligibitity (DDD. The Audit staff presentnd
the andited staternent that appeans ont the next page in the Fyeliminary Awdit Report. This
stziement was besed on tke review of JEFP's financinl activity throvgh December 31,
2008 and included cstimates for winding dewn costs thereafter. The Audit staff and
JEFP agreed on all NOCO components except for accounts payable for qualified
campaign expenses.

1
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John Edwards for President
Statement of Net Ouistanding Campraign Obligations

Net Outstanding Campaign Obligations (Deficif) as of January 30, 2008

As of Juanry 30, 2008
Prepared thyu April 30, 2010

Assets

Primary Election Cash-in-Bank $3,971,387

General Flection Cash-in-Bank 3,321,290

Accounts Ricelvable 455,789

Capigl Assel 29,134
‘Total Assats $ 7,778,100
Lishijities

Primary Hlection Accounts Paysble for Qualified

Campaign Bxpenses @ 1/30/08 $2,313,509

Refund of General Election Contributions 3,321,290

Loan Peylbic @ 153008 8974713

Actsul Winding Dowa Costs (1/31K8 - 4/30/10) 2,584,568

Estimatxd Windiag Dows Cots (5/1/10 - 1231711) . 1423060 [a]

Payahie to U.S. Treasury — Rxale-Dated Checks 72,583
Total Liabilitice $1 723

10911

[a} Estimated winding down custs wifl be oompared o actual winding down coss and adjusted accordingly.

Shown below are adjustments for funds received after January 30, 2008 and through July

17, 2008.

Net Outstanding Campaign Obligations (Deficit) as of 1/30/08  ($ 10,911,623)

Privvate Contaibations Received 1/3108 theomgh 7/16/08 358,983
TiRerest Income Received 1/31/08 through 7/1608 22,110
* Matching Funds Received 1/31/08 through 7/16/08 8,825,425
Remaining entitlenmmt a3 of 7/16/08 ($ 1,705,105)
Matching Funéls Received 7/1%08 4,057453

Amount Feoived in Beowss of Maiching Fund Extitiowsent $ 2,352,48

1
regs 1B ot B0



12044213186

11

During the exit conference respoase period, the Audit staff analyzed JEFP’s payroll
for the peridd Amgust 2007 tmongh Janmasy 2008, The meritor indiczeed that SEFP's
explaniirisn wms incorssge  Emnployess wem puild in full from August 2007 dacagh -
Jansnry 15, 2008. Homewer, dmngtlnfohmnspaypmd.vmmlmy
30, 2008, employess reccivad half of their nosumd net py.® Therefiam, tha Audit staff
consisensd that portion of the Fehreary 7, 2008 payroll necessary to malkos up the
difference in net pay plus associated employee/employer payroll taxes ($204,322) ta
be a qualified vampaign expense and included the amount on the NOCO in accounts
payable. The Aundit staff considered the renmining portion of the Febtuary 7, 2008
payroll, or $558,871, a non-qualified campaige expanse and not includtd in the
NOCO ymyublis.

Subsequestly, JEFP provided a second explanation of this payroll. The Assistant
‘Treasurer indicated that as of January 1, 2008, campaign staff worked 24 hours & day,
seven days a week, with the unilerstanding thiat salory wanld be tncreased far those
funds to pay the increased salary on the norsaal pay detes in Jarmary and that affer
DOY, JEFP ediculated the total amount due each employee and paid the increased
salary.on Tebruary 7, 2008. Xtis JE"P"s opinion that the February 7, 2008 payzoil
represosns u qplificdl vampuign expunse, wiich vwas dee @ DO and thorcfost should
be included in the NOTO.

With reggact 0 ressmmen mot being avaiiable tharing Jimnany 2008 to pay tite
inconasad saingies, JEIEP records indicate its average daily cash was approximately
‘$4.2 million for Janunary, excluding general clection contributions, which could not be
used for primary expenses. Furthes, JEFP affeved no explanation as to how the
incoeased amount was calculated or how and when employees were notified; nor did
it provide any documentation for the decision to increase salary. As a result, the
Audit stsff¥ did not-sccept JEFP’s explanation.

The Audit staff notified JIHFP of s conclasion by email and gave JEF® 10 days ®
resyumd. Tire gmail explaiuad that $556,871, scpamerting cmplase ot pay md
employss/mgpleyer payanil tees, woulkl st ke incladed in the NOCO. Counsel
objected to the notification by email and demanded a second exit conference.

S 1t bs e ciens why thispuswoll wey siiosed. 3ts can be seen from e OTD shempcnt, BRUP appoasy 10
hwludhmuﬂnbhbmhm&mmfgﬂehmmmm
could a0t he nsed for primary expenses.

"am — g_ of. 3@
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As a result, in the Preliminary Audit Repot, the Audit staff concluded that JEFP was not
%ed tt $2,352,348 of the =umching thmd payremt OM1,057,453) it rescived on July 17,

1. Cash-In-Bank

The prisary difference between the NOCO presented on the previous page and those
prepured by JEFP is the cash-in-bank halunce., JEFP underatated cath by $4.5
million. Most of the understatement of cash represented funds received for the
genezal election during the prinmary election period. The understatenyent of ussets
caused the NOCO stuterrents to show a larger deficit and maiching foind entitferment
than ws @lo cuss, The Aetit s@iff and JEFP agroe em the cash balz=oss presented
the NCUO statsment,

2. Azcouitts Paystle Zsn Qualified Campaign Expenses — Payroll

Even though JEFP"s accounts payable figure on its NOCO was not accurate, the
Audit staff and JEFP now agree on the axnomntt of acesunts payabls. except for the
February 7, 2008 payrell. The Audit staff’s cairulation of aceounts payablo.on the
NOCO statement does not include $556,871 in payroll paid on February 7, 2008.
Absent further dochmentation, $356,871 is considered to be a smometary' bonus paid to
99 employess. Asnoted in the legal stamiards, in orier to be a quulified cummpaign
expense, mensiazy bes=ses puid aiter DOI to employses in recognition of campaign-
relsied mitivitics ne sawvites nanst be paid oo lates tham 30 duys after BOI and
provideé for pikmiant 1 a wwittes, aontrect mude guien to DOI (11 CFR
§9G34.4(a)(5)). TR repmacnirsivas veafiamed that there wee 2o wifilten osntracts.

JEFP paid staff twice mosthly from inception through Ianuary 30, 2008. Is Jannary
2008, the payroll periods ended on Japmery 15, 2008 and Joanacy 30, 2008. On
Jaunary 31, 2008, another pay period concluded. This payroll totaled $761,193 and
was paid on February 7, 2008. The amount, in effect, tripled each employee’s pay for
the month of Jarmary, Throm@howt the sudit Fidldwerk, the Audit staff made
Dumeous requsts for an explanation and dowemeniation of this paysolt.

Prelimbmaxy dmdit Bemaxt & Adilit Divishoes Reaonanesnlstisn

1. mmm

‘This matter was presented to JEFP at the exit conference held on February 3, 2009
The Audit staff pravided its NOCO and woeskpnpass supporting all NQCO
components. :

Prior to thie exit conference, the Assistant Treasurer sesponded that the purpose of the
Februezy 7, 2008 peywmil was to reimburse employees who hed ot been peid their
entire sulary tuo 80 linitud fins availibic begianbiny semwtine in Augast 2007.
Althsbugh reqeested, JEFP provided no specific details to explain how this payroll
was calculated or what employees were not paid their full salary, At the exit
confaconte, tive Ausfit staff mato the Aswistant Treasuasr aweara thst dniomsntatinn
supporting this payroll had not besn medas available,

' 1
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2. Second Exit Conference
Although not required, a second exit conference was held on April 2, 2009,

Payroll

The Amidit staff again informed JEFP that $556,871 of salary and payroll taxes
were cansiitwes san-qullifi=l campsign expasses, excludable femsuthe NOCQ.
Counsal affzsest oa a possible (third) explanation that sortain staff 1may bawe
traveled to state office Incations in order to clean ot the affices and setum reatal
cara. However, no documentation supporting this explanstion was provided.
Again, the Audit staff provided JEFP an additional 10-day response period.

In respusae, Counsel smmed that it December 2087, JEF® @etermind Oret threse
staying through the end of the campaign would receive a salary increase, which
would ba pebi got s peameitgmt by JEFP ecsammox. E3FP intended this pay
incomse privmsly m smnpesante niaff for the fact theit JTRRP dingatakad stoff 10
many difienat finit] larations S:amghout the seuatry for the Jamery peinssics
and cancusas, placing them an an around-the-clock sciredile. ZEFP olas desigsnd
the increase in pay to cover increased costs that staffers incucred becanse they
were on the road. In addition, Counsel stated that on January 30, 2008, the date of
ineligibility, JEFP had approximately 70 office and volunteer sites in several
cities in various stutws. JEFP had deployed staff to these locations, where it was
necresary to cleass sut and close fitld offiews, JEFP dotepnined that it would be
moze ufficient = pay thesw individodis & Anite auwus katvad of @lins
cmpiyas:s to tum i roveints fir scindteragasnt, Asmrdhing o Cosmai, thin
wonlsl s lteen a GiFfovid mesunitey poweas, wiith JEFP omd] e
effioimtly rnmnage by a Junw-sum salary seyment.

A few cays later, JEFP paovided a schedula that reflected JEFP's determination
that all employees received a 31 percent incresse in salary between December 23,
2007 and February 15, 2008, which was paid in one kzmip sum on February 7,

2008. JEFP gave examples of three different employees and how this paycheck
would ksve bamn siocatod bertveea peyible axd winding dov celibgories.

With suspmet to the memunting tusden of paying toessl paisms, SFR hat
sccannting pravedvnsn in pions fior herulling el Ssonmeomins, Thmugimet
the gumpmipn, the atcff suimsalioni tavelreinbonoemts Sapmn wess inchuted in
the NOCO's accounts payable. The effect of a campaign increasing salary in lieu
of paying for travel mimhumements cveatns additional expenses for the cempaign,
such as the employer’s share of payroll taxes, not to mention the additional tax
burden placed on employees. While it is reasonable that sonwe staff would have
been involved in the offico closeoit process, A is not likely that al! st such as
the chief of staff, titief financixl oficer or inmnoe direetor, taixk put in Riis effort.
The clase Uud S0k pitce sfier DOI witen caly 14 people mmittisd on ths pagoll.

s j’ )
.--,::'se 'a ot .20




12044213109

13

Estimated Winding Down Expenses
In response, JEFP estimaed it weuld spend a total of $2,771,004 in winding down
expensis for cilendar yows 2009 through 2011 (259,072 for 2089, $999,972 for
2010, sanasor-zou)‘ Fiou the pesrind Jzmasay 31, 2008 through Apsil 30,
2010, sstimates wedse cunserte] to soteal wintking doam sxpenses. 3ased mn
JEFP's actudl spawiigg from fasuary 2600 Smongly Ageil 2610, the Andit staff
calcwlated that eatimated winding down expeases fur the pariod of May 1, 2010
thrangh Decamber 31, 2011, $1,423,060 may he neesgsary to wind down ths

ign. With the exception of the adjustment for storage coats, the Audit,
staff’s reniaining estimated winding down expenses are very close to the amount
calciated by JEFP.

It shonitd #15 noted that throughout the post-audit period, the Audit staff
consistently monitored estimated winding down expenses. Bank records and
reportix modyity am mevisand in adisr te remvat esthusied wintiing dosn
exprasas to setual winking dcam oxpemes,

JEFP's Overall Objection to the Repayment of Matching Funds

JEFP argoea that the combination of a shortfall in the Presidential Primary
Matching Payment Account (Matching Payment Account) and the lack of a
quorum in the Conmmission duriug the fixst helf of 2998 put JEXP at 2
disadvantegs with r=pect ® the reeeipt of natching fuuds. JEFP argued hat
matobalil: suntributiens seostved priok o DIO] should e mdtsiied regmilicsn of
whatir fiatee are qualified cxaymine uxpomns to puy, and ewecluilsit that the
faiitire to semteh thesy santrilatiass winksios Gre Finst Aosewsdiment tights of besh
the enayiiskts and thpse imlividenio wha aoatiieited t0 tho camitinte’s ttmmztitieo.

wmmnm'smmmmmﬁmmuuscm(cxz).
a candidato who has passed the date of ineligibility is not entitizd to any fusther matching
fund payments except to defray qualified cartipaign expenses incurred before thie
candidate became ineligible. The fact that JEFP received contributions that otherwise
wmddﬂewkdoum!mmlhmu&gﬁlefam

Wmdmmmhm:ﬁhm-udnmm
lﬁudlsm&hhiiﬂwmmmmtlnﬂnﬂm!cm
Mhmﬂh“ﬁmwmﬂmhnﬁdbﬁnh
date of inaligihility antl pesassery cunts of wropping un the sampelgn. 1t ala esimblisined
a procedure to meniior whethar she camtidate still has qualifiad comprign expmnses to he
paid prier to each post date of ineligibility payment, known as the NOCO Statement.
My.&epmdbﬁgdaﬁmﬂphﬁemm&mmmﬁmmndud
mmhmmnmmmuscmm)mdum
§9037.2. That equitsble distiibution formula was followed.

S In its 2009 estimates, JEFP includei ttomge carts of $18,000 fir the next.soven years. JBP
inadvertenily incloded this same cost in its 2010 and 2011 estizaates “Tha ncessary adjustment.has heea

wmde.
7 sew 11 CHR 9034.1(k5, el 34,5
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Subsequent to the date of ineligibility, campaigns are required to submit a NOCO
indieuting e campiign has sufficieat ner dobt to justify aShtional mrarching fusi. The
last mniching firad poprond JEN guceivexd was §4,007,453 on July 17, 3608, This
pavezsa maas biacd em a NOCO filed an Jomm?25, 2000 that reflecsed mnt @xht of
$4,GB0,340. Hawvesmy, aa pmviously nated; that NQCO stttersent wim oimmismd,

There is no question that the combination of the shortfall in the Matching Payment
Accaunt and the Cormeniseion’s lack of a quomnm dslsyed paymonts. The Comaiasion
took ail steps in its power to minimize the impact on all matching find recipients. All
matching fund requests received through December of Z007 were processed and cextified
while the Commission stifl had & quorum, That allcwed the Treasury Departnzat to
begin makiag puynmafis as sovm as {unds became svailibls without the msed for fusiue
Commisshym acsbum. Jif puymoeats oustified by the Coammligion bafiore Suoumoy 1, 2068
waoe phid e fiis bnoams wiiishih bafinnee Echmury quxl Aphil 2008, Tisls pooendes®
alan altoensd mamgmigyis to ey fundy weing ths mstuning ficuls 5= celldesl. JEFP
used this avenres to kncmw $2.9 millias in Nevembar aml Recembar 2007, befine any
paymeris aould bave heen made under any cisciizntanses. Evea though the Commisgion
could not certify any payments during the first half of 2008, matohing furid requests
received after Janunry 1, 2008 were processed, and the campaigns were informed of the
mamchable amounr. Campaigns could use those amounts as collateral for loans if they
desired. Finally, any atiditfonal expenses inemmed by campaigns as a result of these
cirvemsstances, sach as fisterest ca lozn= er inesssed legal codi, would Hmre bevn wakted
as quidlificd oangeaigs cxpanses ond soud hmew resuitod in wn sidiGonai metctilng Tomd
entidleurmt,

In summasy, fitheygh it is tane thet mnihing fend payrceats were delayed ldsiag thn fimt
half of 2008, the Act and Commission's regulations are clear that in order to receive
mnt:ngfnndpnymmﬂaﬁuﬂ:edatzofhﬂprﬂny.lundldmmwhﬂenu
outstanding campaign obligations on the date that the mstching fund payments are made.
mmwmmnmmwmmwmmmwnmm

and agrecs that it significarfly undefitanad ivs asswty on its NOCO Stzrenent. The Tact
that ¥ my Feve roccived cenedbations belre the dste of insligEMisy that were =it
mmtiod wr thit papeaste wese csikpod ftw ro2oms boywsd the ogutre] of the
Commissimz or FENT, Bimes riat aibess JAFP oy cormhe sumtising feadd paynients afier i
date of inaligihuiity I cucsas of et svenent of quadiSed nsmpoigt expexses to bo paid.

M-NMWPWMWNWMJMMMW
($4,057,453) it receivod on July 17, 2008. Therefare, the Audit stifY recommended that
JEFP demonstrate that it did not recaive matching funds in excess of its entitlement. The
Prelimimry Acdit Repert noted that absent such a demomstration, the Audit staf¥ will
recommend that the Commission make a determination that $2,352,348 in matching
fundii i repaysMie to tim United Sunos Tremsary.

C. Commiingt Kumpuamm te the Preflasioary Awdit Report

In respuree i she Prnfimimay Amilie Riggsnt, Camnsel relnteil skt treo ware no magion
discmganaiss with tm NOCO. Coussal centinued (0 muiasiis, howsvat, that the extire

ATTACEMEND
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February 7, 2008 payroll should be considered a qualified campaign expense and not as a
Counsel also restated JEFP's overall objection to repayment of Matching Funds as
discussad in ita exit eaxfatence respense on gz 13 of this repms:

In addition, Counsel provided another explanation for the February 7, 2008 payroll and
inchudad & ehart that categorized that postion of the payroll in dispute differently from its
previous explanations.

JE¥?’s Breakdown of Thmt Portion of the February 7, 2008, Payrall in Dispute:

Additiénal Milswy Yalary . $ 51917
Winding Down Expenses
Sainry Jsmaary 31, 2008 tiroagh February 7, 2008 $187,567
Lump Sum Paymoeat for Expenses

JEFP provided a chart that indicated it reduced the salary of six employees in 2007.
Although JEFP provided no documentation to support this chart, it concluded that these
six employees were owed $44,917 and that, at 2 mininnim, this amount should be added
to the $204,322 Emt the Audit ¢taff receznized e perminiitis muke-up salsyy,

JEFP tidicated mt tile remutining portion ef the Felmemry 7, 2608 pxywoll wac fax
wibtlig doarn cost, wikiiish arc qealified oxmtisign wapsnses. Tho twe sl corupeaay
of these winding down costs were staff salaries and lump sum pasyments made to staff to
reimburse fer travel, lodging and meal expenses insusred duzing the month of Jammry,
and through February 7, 2008

According to the response, staff salaries for the period of Jannary 31, 2008 through
February 7, 2008 totaled $187,957, an average $3,352 per &aff. Lump sum payments for
expcases totaled $320,859, an average reimbursement of $3,239 per staff.

The Auditataff reviawed JERP saespoxse and ofiers the dollowing:

Make-np Salary -$44,987. The Audit staff condasted s reviow of the available payroll
records for each individual listed by JEFP. The payroll records supported a reduction in
pay for the six employees, totaling $44,917, However, one of the six individuals listed,
(make-up salary - $16,500) was not paid on February 7, 2008. Therefore, any reduction
in pay for this individual is jrrelevant whea discussing the February 7, 2008 payroll. This
individual received a payment of $7,675 for salary on Februazy 11, 2008 that had already
beea inclxded i aceounts payable on ths NOCO. As a result, the Aulit staff included ca
additions] $38,417 ($44,%17 - $16,500) as a qualificd cumrpaign sxpesse on @ie HOCO.

! Theamount in disputs is actually $556,871. JEFP's total Is misstated by $3,728.

ATTACHMENT
Page
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Winding Down Salary - $187,567 January 31, 2008, to February 7, 2008. JEFP
indickted thot winding dvws salaries for the period averaged $3,552 per employee. JEFP
apeaxs W be seving that this puysoll repmsentet] suBiisy guymisslts for anly 53 (of the 99)
individnds paill cm Feirumey 7, 2308 ($487,367 / §3,552), P s not pravidald any
domamymdion it idzntidees te: stlff menbers vils were paid. This nesv oamlsnntion i
innnasiete:s with they: fart thet 99 isdbsidnsls were paid an Fehreary 7, 2008,

Further, if the average salary per staff member ($3,552) is incorrect and JEFP meant that
all 99 jndividuals were paid for winding down activities during this period, it should be
noted that 14 of these individuals remained on the payroll and received their normal
salary for this sate period on February 15, 2008 (pay period Jarmary 31, 2088 éirough
Felraary 14, 2008). The amount of that payroli has slways been includel in e NOCO
as & wirding Sbwan sxpemse. Yhc Endit et does ndt accopt JEP®™ s expltutidn.

Lompy Ssm Pagmmt fan Expicises - 3580889, JERP olsimeard tint all 99 individwnis
incurred expenses for winding down the campaign ($320,659 / $3,239). However, JEFP
has naot provided documentation demanztrating that all 99 individaals incorred expenses
or retained aoy docomentation supposting these expenses.

The respomme stated that high-level stuff performed winding down duties such as
coordinating with the candidates. It is unlikely these types of activitics would generate
reimburt] sepensss. Aguid, theye Kigh-lewe! cyuployess, 14 in tutal, escelved tnle
noxnlll pey esventiy the mane pasind, ity fior parformiiey toos smoms tasite. A8
imliivend almme, the armsmsi of S Tehronry 15, 2008 paysil (Tassxgy 21, Siamagh
Febaiary 14, Eif8) was incinnded in thy NOTO us a swissling denih exponse. Tha Andit
staff doss not aecept JEFP's enplanstion.

My.mgtdﬁymddommﬂmdmimbmedmnhlhem s date

of ineligibifity would be considered permissible winding down &xpenses. "Even if the
Commission were to autzpt JEFI*'s enplamation with respect to the amount in question
($528,454 ($556,871 - $28,417)), the NOCO statement presented on page 18 includes
manizaom sliswabic assvutt of wistiing desm wnpemsos: Suchmibiy fies st wonbs
remiie mnwljnxnmt &) the remlinsy actimied sinding dtmoe semsnivs prosentad in
that NOCO tast weonld mnt afant tie amoust of tentrlsng fisils dotsmined o ¥o in:
exoeas of tie comiidain’s entitiwnast. JEFP would sl he mguined s maks & repnyoant
of matching fumis, tanding $2,136,507.

Specifically, based on JEFP's actual winding down expenses during the post

period, the Audit staff estimated that JEFP will spend an additional $1,216,981 in
wiadinyg down expesditures aud resch the winding down lim# ($4,205,000) by Ax.gust
31,201%. As previeusly stited, should the Commission accept JEFP’s position on the
remgining $528,454 the Audit staff would reduce estimated winding down expenses to
$688;5327 (51,216,951 - §57i3,454). As a semit, asoomiig & songinm el of wi

dom egemiiing, JEFF syoulit seneh thes wissding dowm lisois ey Ostubes 2811. The
repayneet vensld mamais o $2,136,587, If, howrver, the Commissinn doey st aceept

ok ey o
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JEFP's explanstion and JEFP spends less than the winding down estimate shown, the
repayment would increase accordingly.

The Audit staff continues to believe that only $232,739 ($204,322 + $28,417) of the
Februmry 7, mmyullmmtedlq-liﬁdumpdpw The remairing
$528,454mepmesstetet] 2 =on-qualifind campaign expens

Additional NOCO Adjustments

Based on JEFP's response to Finding 4, Stale-Dated Checks, the following components
of the NOCO have been adjusted accordingly: (1) Cash-in-bank, (2) Accounts Payable
for Qualified Campaign Expenses and (3) Payable to U.S. Treasury ~ Stale-Dated
Cliecks.

The Amdit staff revised the NOCO to include all revisions discussed above. 'We have also
calculated actual winding down expenses through December 31, 2010 and updated the
estimated winding downa axpeases through August 31, 2012. The rewised NGCO appears
on tie fallowing page.

mmmm_l—_ﬁ:.
Page
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Prepared thru Decesaber 31, 2010

Assets

Primary Election Cash-in-Bank $3,968,555

General Election Cash-in-Bank 3,321,290

Accounts Recelvable 455,789

Capini Assets 29,134
Total Assels $ 1,774,768
Liahilities

Primary Election Accounts Payable for Qualificd Campaign $2,341,276

Expenses @ 173008

Refund of General Election Contributions 3,321,290

Loan Fayalile @ 1/96/08 8974713

Actual Winding Down Costs (1/31008 — 12/31/10) 2988019

Estimane®t Winding Down Cosk (1/1/11 - 8231/12) 1216981 [a)

Payable to U.8. Treasury — Stale-Dated Checks 59,953
Total Lishilifes $18,902.232
Net Outstanding Campaign Obligations (Deficit) aa of January 30, 2008 ($11,127464)

Foanote to NOCO Statement;
[2) Bsttinated winding @)wn costs havs Eeen calculated nékt to exexed Antitations at 11 CFR §9034.11(b).
Shown balaw arc sljustmants for funds received after January 30, 2008 through July 17,
2008.

Net Outstanding Campaign Obligations (Deficit) as of 1/30/08 ($ 11,127464)

Private Contiibtations Rescived 1/21/08 theugh 7/16/08 358,983
Interest Income Received 1/31/08 through 7/16/08 22,110
Matching Funds Received 1/31/08 through 7/16/08 8.825425
Remaining entitlement as of 7/16/08 ¢ 1520946)
Maiching Punds Recelved 7/17 4,057453

Amount Received in Excess of Matching Fund Enfitienvent $ 2,136,507

ATTACHME
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D. Draft Final Audit Report

The Drall Final Audit Report sse=luded that JEFP received $2,136,507 in excess of the

Candidate's entitlsenes and showuld mike a repaymsent of the sssoumnt to the United Stewe
Treasooy.

E. Committee Response to the Draft Final Audit Report

In respemso ta the Draf} Final Avudit repert, Counsal for JGFP (Cornael) restated many of
the same arguments made previansly with respect to the February 7, 2008 payroll and to

_ JEFP's overall objection to the repayment of matching fimds, In addition to those -

arguments, Counsel stated that the portion of the February 7, 2(X/8 payroll in question
($528,454) should be treated as & 'q&DOI[dwofmalgibmty]qualiﬁedampdﬂ
expzee” ftr the following teasons:

* To compensate sl for oveztinw and extra hours worked during January 2008.

* To compenacta saif for remuniniag with ths smnpaign niler DOI to pesform
functions relating to closing out campaign offices.

o To compensate staff for extra expenses they may bave incurred, including
assisting in the close-out of the campaign.

Counsel confinzed that the finnl payroll was to compenssie staff for tiel-work prier 10
DOI and to dowil wih obligutivas (lessad office spae:, rental cars, leased equipment, etc.)
that were undertaken by the campaign prior to DOL As such, according to Counsel, the
final payvoll smesret tixt &5e Andit Division is chailongiyg is & (miifiad canspaign
expense hemmso tiod exponditure (1) secussd within several days of the snd of tin
campaign. (2) wes dzives by coxditions mud obligasions in existance pricr to DOI, and (3)
should be treated on the sama basis as sther pe2-DO! expenditures. Counsel also stated
that “the final payroll was intended to deal with a variety of issues, incinding all of the
explanations enumerated in the DFAR.”

In adiffion, Ex: respue wilitesves & murtor not discxswed in dént in sy sssponso
reusived peviomly seceived fivm JEFP. Coveal staug:

“Since JEFP filed its Response to the Preliminary Audit Report in December
2010, JEFP kan heoome inunlved in groviding extomise infermation to the
Department of Jusics. Althaggh the Committes is nat under investigation, it has
been necessary for JEFP to incur unanticipated expenses, including additional
staff and legal costs. These costs do not fall within the ambit of typical ‘winding
down" costs because they are not incurred for 8 Commisgion andit or compliance
with public financing laws. Rather; these costs are actually qualificd campaign
expenses that are beyord winding town costs. Becanse the Conmittee’s efforts
have beca mere extensive then unticipated; wed heers requiti-d u large Bemeitil

? In respanse t the Preliminary Andit Repogt, Couavel argned that this amount seprusentad & winding

down expense and identifiéd an smount that represerited staff salaries covering tha pericd January 31,
2008, to Fubomry 7, 2008, us Wwill arex amount Umt reprase=iid u lurp-sim paywient for uxpensel.
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commitment, JEFP might exceed the limit on winding down costs. (11 CFR.
§9654.11.) Thevefore, JIZP is seckiug a detexmination From the Commisuion that
the Committee may re-alipcste those cests m qualiied canpaign expenses. In thic
altezemtiwe, ties Cazrusitits rogjuests Thel thy Cumntission detanmine teix, dus to
unfosssem cixcugisiannas, thuss oxpensas be extinded famt windigyg down asees
for the puposes of the 10% limit on mch cosss.”

Finally, Counsel stated that the Statement of Net Outstanding Campaign Obligations
(NOCQ) as it appeared in the Draft Final Audit Report (DFAR) values JEFP's capital
assets at $29,134 bot that this valuation is not an accurate reflection of the current value
of the assets. Counsel notes that the DIFAR reflects valuation of assets from 2(%8. Since
that daw, thie value of these syuets has déeEnéd dramaticlily. 1%he respense explaizs thie
clocinmic Rews substinililly desossed in value with age and seversl of thees iltms o
no henges lenguipnal. Thisreftee, fine walizs uf azpilel axns for NOCO pugoaas dhositd bo
rediloed to $1,775, the st value of thene samets. Ceunssl cise indicated thet it will
providn agditienal dosumentatian.

Commission Conslusion

On July21, 2011, the Commission considered the Audit Division Recommendation
Memorandum in which the Audit Division recommended that the Commission determine
that SEFP received §2,136,307 in mmtching funds in excess of the Candidate’s entitlement
and =Mt yepuy tmt ammunt to the Udived et Tressery,

The Cotnmissingi appmved the Audit stoie’a ressmtimdatiom
|m2. llluutementof!‘lnmchlﬁctivlz |

Summary

A compatisqn of JEFP's reported financial activity ta its bank reeords revealed a material
misstatement of reported cash-on-hand in calendar year 2007 through March 31, 2008.
JEFP understated its December 31, 2007, cash-on-hand balance by $585,814 and
understated its March 31, 2008, cash-on-hand balance by $468,676. JEFP materially
comyplind with e mdunﬂ'lnnwmm-mﬂhnﬂl—ﬂyﬁud
regmit 1o ¢ ammmt thie: emsh-on-henst belanee.

The Commizsinn apprownd this finding,

Legal Standaxd

Contents of Reports. Each report must disclose:

o the amount of cash-on-hand at the beginning and end of the reporting period;

e the total amount of receipts for the reporting period and for the election cycle;

e the total amount of disbursements for the reporting period and for the election cycle;
amd

e  extabrtrmisactions fhat requins iterieaiien on Sclmiule A (Itemized Receipts) or
Schadsin B (Emmized Disbumsenasis). 2 U.3.C. §434(b)1), (2), (3), (4), exd (5).

ATTAC
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Facts and Analysis

A. Facts

During fieldwork, a comparison of JEFP’s reported financial activity to its bank records
reusaled a mstwrizh misatatzmns: of reparted cash-on-lamd fiir calendar yaur 2007
thraxgh ifnch 31, 2808. The ecding cash-cn-hand balunos fox cdlender year 2007 was
undetated by $585,814 and the snding cash-on-hand balsmee s of March 31, 2008 was
understated by $468,676.

B. Pr&minuy Aulit Neport & Aundit Division Recommendation

The misstatement of cash-on-hand was primarily due to two factors. First, JEFP
understated wminmnized revelpts, woet of which 1epromsred smmll ovedit senxf tramsactions.
This was sz to & eusteibwmine pmceasing seftwans metfuntion. JEFP wes mnawess of
this peojiera imtil the; axdit finldwerk, Sacami, cantnin dahaxsmenty; although iitislly
repmind, wars inndvasteatiy woided sud missing frons the amerided repacsts.

This msttor was discuted at the exit confereaee, Tha Axdit staff provided JEFP
representatives copies of the Audit staff’s bank reconciliations and JEFP indicated a
willingness to correct the misstated cash-on-hand figures,

The Auvth stal¥ recomnmennded Wat JEFP amend its most resemly £led repurt to correct
the cash-ondemxd bulimey, with an enplmation that the diange sesulted from a prior
period audit adjustment. It was also recommended that JEFP reconcile the cash balance
of it most recenk repast 0 idurtify eny subsequant siisempanelsx that oy mue affected
tha adjusteents sacinnmazded by the Audit staff.

C. Committes Respanse te the Prefiminary Audit Repnrt
In response, JEFP amended its reports and reiterated that the misstatements were the
result of an anomaly in the software used by JEFP,

D. Draft ¥Fimil Audit Repot
mmmmmmum-@mwmmmm
repeits b commet the misstatermmt,

C inahem Comolmsi .
On July 21, 2011, the Commeission considered the sudit Divisian Recanamandstion
Memarandum in which the Audit Divisian recommended that the Commission adopt a
finding that JEFP understated its ending cash-on-hand balance.

The Commission approved the Audit staff’s recommendation.

A.T.'l‘ cgmm_lz
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emems). MPmp‘lledwiﬂnﬂ:eAudnmﬁ‘lmmmendauon

B0 amendedm
tepommmizeﬂbloanxepaymm

B. Preliminary Audit Report & Audit Division Recommendation

This matter was discussed st the exit conference. There was no obvious reason why the
loan repayments were not itemized, but a2 JEFP representative agreed to amend the
committee’s reports as necessary.

The Aundit 1l resomemendad that JEFP file mxendod seperts ltminltllloll
repaymesats on Sghieduls B-P, line 27(h).

C. Committee Response to the Preliminary Audit Report
In response, JEFP filed amended reports itemizing the loan repaymests.

D. Draft Final Audit Report
In the Draft Final Audit Report, the Audit staff acknowledged that JEFP amended its

reports to itemize fic loan repzyments.
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Commission Conclusion .

On July 21, 2% 1, the Commissisn considered the Audit Division Recommendation
Menmyrandua in mivich the Anidit Diwision recmmnuended tha the Conmnimion stopt 8
finding tixm JUFP fhiled W ilcmrize e repaymunts, tuating $4,344,463, an Schiednie
B-P (xmized Disbursaxemeins).

The Commission approved the Audit staff’s recommendation.

| Finding 4. Stale-Dated Checks |

Summary _

The Andit staff identified 202 stale-dated checks, totaling $267,529, and recommended
that JEFP provide evidence that the checks are not outstanding or make a payment to the
Unitmi Staten Trsaswiy. In sstspsuoe, JEFP dissntosstoe] thint ssetnin dhecks wess am)
lomgon stale-dated s they sitkar hesl alaceed the bank or wezs fer ampunts that wom
detenninzd tc be not owed. As a result, the remaining 128 stals-datod cheaks, intaling
$141,808, requins repaymsss to the United Stetes Txeasury.

Legal Standard

HaohdGing Staie-Duied (Unemittad) Chacks, If a committee has issued checks that the
payees (creditors or contributors) have not cashed, the committee must notify the
Commission =f its efToats to locate the payees and encourage them to cash the
outstending cheries. Tha sommiine rmit alse qubihit a dhock peyzhie ta ¢z Unittl
Statas Treazury far the tntsl amount 6f thn outetanding citedes: 11 CFR §9038.6.

Facts and Analysis-

A. Feulis

During fieldwork, the Audit staff identified 202 stale-dated checks, totaling $267,529.
The siwecks wexe datesi betwmen February 22, 2007 and May 21, 2008 and had not cleared
the bank as of February 28, 2010, A majority of the stale-dated checks represented
refunds of general election contributions.

B. Pmilminary Andit Repost & Axdlt Rivision Rosunnmiflatien
mmwwummmmwmﬁnmmmmm
JEFP representatives with a schedule of the stale-dated checks. In response, JEFP
indicated that it contacted a number of individuals/vendors and reissued $114,481 in
stale-dated checks but did not provide the check numbers of the reissued checks,
Without the check sumbers, the Audit staff conld not determine whether any of the
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o the $114,481 in reissued checks have cleared the bank by providing copies of the
frosk and Hack xif the nogatisted checks siong with tmak statemants; o=d

o the remaining stale-dated checks, totaling $153,048 ($267.529 - $114,481) had
cither been reissued and cleared JEFP's bank ar hod heen voided because no

obligation exists.

.Absent such evidenes, the Andit staff recommended that JEFP pay $267,529 to the

United States Treasury.

C. Canmittue Respemas to the Preliminary Audit Report
In its response, JEFP stated that 83 checks, totaling $138,871, should be removed from
the stale-dated gheck list and provided documentation in sgpport of its position.

Based an a review of JEFP's response and the documentation presented, the Andit staff
identified that 74 checks, totaling $125,721, were no longer stale-dated. For the
remaining stale-dated checks, JEFP did not provide sufficient documentation to support
its posRtion that mo obligation existed or that tie checks had cleated thss bank a3 of
Decaniber 31, 2010. Therefore, JEPF is roquired to pay the United Stxos Tressary for
the venaining 128 s@lsmdited-checis, totaliag 8141,808.

D. Breft Final Audit Repart
The Drafi Final Amdit Report cancluded that JEFP was tequired to pay the United States
Treasury for 128 stale-dated checks, totaling $141,808,

Commission Conclusion

On July 21, 2011, the Commission considered tire Audit Division Recummendation
Memorandum in which the Audit Division recommenged that the Commission find that
JEFP should pay $141,808 to the United States Treasury.

The Cammisgion approvad the Axdit stefs ssemsmsmndation:

ATTACBMEND
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